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                        Essay on Accounting fundamentals


CONSISTENCY:
The matching principle of accounting asserts that from one accounting statement to the next, a corporation should utilize the same accounting principles and procedures for recording similar occurrences or transactions. From one budget year to the next, financial statement methods and approaches must be followed consistently. “The consistency principle does not prohibit companies to change their accounting policies and methods.”  Javed (2021)
Only if there are other one or more acceptable justifications for changing accounting techniques and procedures, and the change presents a more correct view of the statement of financial position in the company's financial statements, can a corporation change its accounting techniques and procedures. Professional accountants place high importance on accounting consistency for a variety of reasons. The following is one of the most major causes:
According to  Javed (2021),” There are several reasons why the consistency principle of accounting is given much importance in the accounting profession. Following are some of the major reasons”:
1. Audit
When reviewing the financial accounts of corporations, auditors pay close attention to the matching principle and seek reasons if it is not seen by the company's management.
1. Ease for Management
Management gets more at ease once financial measures for recording comparable activities and events are used regularly because they are experienced with the established practice and accounting terms.
1. Cost Efficiency
It aids in the reduction of an organization's overall expenditures because the only first amount of cost is needed when accounting procedures and policies are implemented.
1. Comparable Financial Statement
When accounting methods are used from one financial period to the next, the financial reports of different accounting periods have a comparable form. This allows stakeholders to compare the company's financial performance with relative ease.
Following disadvantages are noticed in this principle.
· Restricting to Follow the same Accounting Policies and Assumptions: This forces management to stick to the same principles and assumptions over time, even though changing technological circumstances need accounting changes, which this concept prevents.
· Judgment Errors: Because the Principle of Consistency is based on a decision of whether a modification improves the appearance of accounts, it can lead to subjective errors and issues.
· Changes Permitted: Once the new technique has been approved to be superior and gives a more pleasing accounting presentation, it will be deployed. The rationale for the change, as well as its monetary impact, must be input in the financial reports, requiring many calculations, and putting a lot of strain on the accounting team.

CONCLUSION:
· According to Thakur (2015) “According to this principle, all accounting policies are to be followed consistently so that financial statements make the comparison”. This is a particularly essential value that is followed by all organizations, whether they are public or private, profit-making, or nonprofit. This principle states that all accounting policies must be implemented consistently for financial statements to be comparable.

· Why, even though the fact that it needs the most calculations, is it so difficult for accountants to quantify the effect of change retrospectively? Changes in accounting policies and estimates because of improved presentation and preparation are significant decisions that could result in conflict.

· It makes auditing and accounting procedures easier for both auditors and accountants, and because of the uniformity, auditors find financial statements more dependable. It also aids accountants in accounting operations and record keeping. The financial statements must include the explanation for the change as well as the consequences of the adjustment.

MATERIALITY:

All significant components in financial statements must be appropriately reported. According to Javed (2021) “ An item is considered material if its inclusion or omission significantly impacts the decision of the users of financial statements ” It is considered material if the existence or absence of an item has a significant impact on the financial statement users' decision. Items that are immaterial or irrelevant have little or no impact on a user's decision. These issues can be resolved fast and easily. To put it differently, if a feature is not critical, it should not be made public.
The concept of materiality also allows accountants to disregard another accounting standard or concept if it has no impact on the organization's financial statements. In the period in which it is paid, a corporation, for example, may charge its telephone bill to expense rather than expenditure. The accounting principle of matching is violated by this treatment. Because the monthly cost of telephone or other utility costs is unknown until the bill is received, it is more convenient to account for them on a cash basis. The telephone bill charged to expense belongs to the prior month under this cash basis approach, while the financial statement error generated by this activity belongs to the current month.
To decide if an amount is a material, decision-making is required. When deciding whether an item is material or immaterial, variables are considered. Consider the following variables:
According to Javed (2021)  “For example, each of fifteen items may be immaterial when considered by itself. However, the combined effect of fifteen items may be material when seen together.” Materiality refers to the relative importance of one item on the financial statements to other items, and it is determined by the company's size. For huge firms like Sony, Samsung, Northern Tools, and General Electric, a £500 investment in a tiny business may be significant for other financial statement items but inconsequential for others. The materiality of a number cannot be determined by a rule of thumb. Most accountants, but on the other hand, regard a payment to be little if it is less than 2% or 3% of net income.
Accountants examine not just the specific figures when determining the materiality of an asset, but also the long-term impact of all material values. When viewed alone, each of the fifteen elements, for example, is meaningless. When considered as a whole, the combined influence of fifteen elements, on the other hand, is significant.
The pound number, as well as the product's or event's nature, find materiality. Consider the case where some of the company's executives take part in financial fraud. Even though the amount of money stolen is minor in contrast to other financial statements, this information is noteworthy.
The materiality concept's main goal and relevance are to ensure that businesses do not withhold vital information from investors, lenders, and other business regulators. Customers have more faith in the company because of it. Materiality is also important to auditors because their job is to find if the financial statements are prepared from significant flaws.
The abuse of the materiality concept refers to companies taking unnecessary risks to portray their businesses as having stronger financial positions than they have, or companies hiding information and later claiming that the amount was insignificant and thus they had not shown the required transaction.
MONETARY UNITS:
[bookmark: _Hlk97051499]The monetary unit (also known as the money measurement concept) Only those occurrences and transactions that can be quantified and said in monetary terms are documented in a business's books of accounts.  Javed (2021) “The monetary unit is a simple and universally recognized basis of communicating financial information” Any data that cannot be expressed in monetary terms is useless to financial accounting and so is not recorded in account books.
The monetary unit is a simple and universally accepted unit of financial data interchange. It is the most appropriate and efficient technique for capturing, sending, and analyzing financial data to make informed business decisions.
Only those occurrences and transactions which can be measured and reported in monetary terms are documented in a company's books of accounts, according to this rule.  Javed (2021)” Information that cannot be expressed in terms of money is useless for financial accounting purposes and is therefore not recorded in books of accounts”
Like the monetary unit assumption, the stable pound value assumption states that the pound (or any other currency) does not lose trade power over time. When recording transactions in accounting, the fact that money loses purchasing power due to inflation is overlooked.
Comparable to the monetary unit assumption, the stable pound value assumption states that the pound (or any other currency) does not lose trade power over time. When recording transactions in accounting, the fact that money loses purchasing power due to inflation is overlooked.
Furthermore, assuming the Metro firm paid £25,000 for a plot of property in 2005. The value of the plot of land has risen to £40,000 due to inflation.
Because the monetary unit assumption requires it to deny the impact of inflation, the Metro firm is unable to change its balance sheet.
The concept's importance
· The importance of money measuring principles is highlighted in the following areas.
· This notion instructs accountants on what should and should not be recorded.
· It simply aids in the documenting of commercial transactions.
· If all business transactions are denominated in US dollars. The accounts prepared by the business concern will be simple to understand.
· It makes it easier to compare the business of two separate enterprises in the same period or two different firms in the same period.
GOING CONCERNED:
A going concern is an accounting concept that implies a company will continue to operate in the future and will not be compelled to sell or shut down for whatever reason. When there is no reason to expect that a company will or must discontinue operations shortly, it is termed a going concern. According to Kenton (2021)”  This term also refers to a company's ability to make enough money to stay afloat or to avoid bankruptcy”.
Depreciation is calculated using the going concern approach of accounting, which considers the predicted economic future of fixed assets rather than their current market value. “Accountant’s use going concern principles to decide what types of reporting should appear on financial statements.” Kenton (2021). Companies predict that their services will continue for a long time and that their assets will be used until they have entirely depreciated. Prepayment and expense accrual are two further examples of the running concern assumption. Because they expect to continue operating in the future, businesses prepay and gain expenses.
The term "going concern" refers to a company's ongoing operations. If a corporation shutters a minor business division or ceases selling one of its goods while continuing to operate others, it does not indicate it is no longer a going concern, because the going concern concept only applies to the business, not the industry or product.
For accountants, the going concern concept is important because, to continue operating, a company must prepare accounting records with applicable financial reporting structures such as accepted accounting principles (US-GAAP) and international financial reporting standards (IFRS).
According to Study Finance (N.D.)” The concept assumes that the business will continue to operate endlessly until there is an event that may bring about its liquidation” Even though the company thinks to become a public company, auditors examine financial statements to see whether the going concern assumption is appropriate.
(1) Chemical-Y is a chemical that a firm produces. The government sets unexpected restrictions on chemical manufacture, import, export, marketing, and sale in the country. Chemical-Y will be the company's lone product, and it will go out of business.
(2) The national corporation is having financial problems and is unable to pay its debts. The government bails out the National Company and guarantees that all its creditors will be paid. Despite its financial difficulties, the major corporation is a going concern.
(3) One of the Eastern company's branches closes, but the others continue to operate. Because closing a small section of the business has no effect on the company's capacity to continue as a going concern, the company is a going concern.
(4) Due to a financial shortfall, the business owner has been forced to make the payment to its creditors. At the direct request of one of the company's creditors, the judge ordered the company's liquidation. The company is no longer a going concern since there is sufficient evidence that it would be unable to remain in business in the future.

There are several advantages of the going concern concept:
· Why Companies undertake, fixed asset purchases in the early years, resulting in direct expenditure; however, the asset's value is spread out over the asset's life, which is frequently more than a year.
· It serves as the foundation for calculating revenue and earnings over the periods to that which they apply.

· Instead of liquidating the assets and liabilities, the corporation reports them at a cost to prove its stability and commitment to long-term growth and expansion.

The going concern concept does come with downsides and limitations:
· The financial statements are created at cost rather than market value. The financial statements are modified to their current market worth if the company fails due to an unexpected incident. However, these figures may differ from those determined at cost.

· Financial statements are prepared on a going concern basis if a business cease operation. As a result, inaccurate information may be displayed, potentially leading to the misinformation of all key stakeholders.


· Any change in the regulation may have an impact on the business, and complying may not be practical for the organization, leading to temporary and quick financial transaction documentation options.




























REFERENCE LIST:
         KENTON W. (2021) https://www.investopedia.com/ Updated October 07, 2021
 Javed R. (2021) https://www.accountingformanagement.org/ Updated on: January 7th, 2022
(Going Concern Concept). StudyFinance.com, https://studyfinance.com/going-concern-concept/. Accessed 1 March 2022
 Thakur M. (2015) https://www.wallstreetmojo.com/






2

image3.emf
General Supplies Ltd

Balance Sheet

As at December 31, 2021

Non-Current Assers  (£)  (£)

Building 617,500        

Plant & Machinery 65,000           

682,500            

Current Assets

Stock In Trade 125,000        

Trade Receivables 393,000        

Prepaid Insurance 1,520             

Bank (2,000)           

517,520            

1,200,020         

Share Capital & Reserves

Share Capital 347,900        

Share Premium 100,000        

Revaluation Surplus 100,000        

Accoumulated Profit 98,900           

646,800            

Long Term Loan 200,000            

Current Liabilities

Trade Creditors 350,000        

Accrued Expenses 3,220             

353,220            

1,200,020         
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General Supplies Ltd

Trial Balance

As At 31 December 2021

Debit (£) Credit (£) Debit (£) Credit (£) Debit (£) Credit (£)

Finance Income 4,000            -               4,000           

Finance expense 16,000          16,000          -              

Share Capital 347,900        -               347,900       

Bank 2,000            -               2,000           

Opening Inventory 90,000          90,000          -              

Machinery at cost 120,000        120,000        -              

Buildings at cost 750,000        750,000        -              

Provision for Depreciation - Buildings 100,000        32,500       -               132,500       

Provision for Depreciation – Machinery 25,000          30,000       -               55,000         

Legal expenses 7,000            7,000            -              

Heating and Lighting 10,000          10,000          -              

Long Term Loans 200,000        -               200,000       

Rent and Rates 24,780          3,220         28,000          -              

Insurance 17,520          1,520         17,520          1,520           

Postage and Stationery 6,000            6,000            -              

Share Premium 100,000        -               100,000       

Sales Revenue 900,000        -               900,000       

Retained Profits 50,000          -               50,000         

Travelling Expenses 5,000            5,000            -              

Motor Running Expenses 8,700            8,700            -              

Salaries and Wages 150,000        150,000        -              

Bad Debt 4,000            4,000         8,000            -              

Purchases  560,000        560,000        -              

Revaluation Reserve 100,000        -               100,000       

Provision for bad debts 3,000            4,000         -               7,000           

Taxation 12,900          12,900          -              

Trade Receivables (debtors) 400,000        400,000        -              

Trade Payables (creditors) 350,000        -               350,000       

Buildings Depreciation Expenses 32,500       32,500          -              

Machinery Depreciation Expenses 30,000       30,000          -              

Rent and Rates Payable 3,220         -               3,220           

Closing Stock - Income Statement 125,000     -               125,000       

Closing Stock - Balance Sheet 125,000     125,000        -              

Prepaid Insurance 1,520         1,520            -              

2,181,900     2,181,900     196,240     196,240     2,378,140     2,378,140    

Adjusting Journal Entries

a.) Debit (£) Credit (£)

Buildings Depreciation Expenses 32,500         

(750,000-100,000)*5%

Provision for Depreciation - Buildings 32,500         

Machinery Depreciation Expenses 30,000             

(120,000*25%)

Provision for Depreciation – Machinery 30,000             

b.)

Bad Debt 4,000               

(400,000*1%)

Provision for bad debts 4,000               

c.)

Prepaid Insurance  1,520               

Insurance 1,520               

(17,520-16,000)

d.)

Rent and Rates 3,220               

Rent and Rates Payable 3,220               

e.)

Closing Stock - Income Statement 125,000          

Closing Stock - Balance Sheet 125,000          

Un-Adjusted Trial Balance Adjustments Adjusted Trial Balance
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General Supplies Ltd

Income Statement

For The Year Ended On December 31, 2021

 (£)

Revenue 900,000        

Cost of Goods Sold

Opening stock 90,000            

Add Purchases 560,000          

Less Closing Stock (125,000)        

525,000        

Gross Profit 375,000        

Expenses

General & Administrative Expenses

Salaries and Wages 150,000          

Travelling Expenses 5,000               

Motor Running Expenses 8,700               

Insurance  16,000            

Bad Debts 8,000               

Rent and Rates 28,000            

Postage and Stationery 6,000               

Depreciation Expenses 62,500            

Legal expenses 7,000               

Heating and Lighting 10,000            

301,200        

Finance Cost

Finance expense 16,000            

Finance Income (4,000)             

12,000           

Net Profit Before Tax 61,800           

Taxation 12900

Net Profit After Tax 48,900           


